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EXECUTIVE SUMMARY 

The CapItal Markets Development (CMD) project's subcontractor H John Costalos VISIted Cruro 
from November 10 to 20, 1998, m order to provide adVlce on developmg a book-entry system m 
Egypt After several meetmgs WIth the Central Bank of Egypt (CBE), Misr for Clearmg, 
Settlement, and DepOSItory (MCSD), the European Urnon's Project Management Urnt (EU­
PMU), he formulated a prehmmary ImplementatIOn plan and hst ofprereqUlsItes for developmg a 
book-entry system 

The prehmmary ImplementatIOn plan has four stages 

1 Fact-gathenng and analYSIS, whIch IS m progress 
2 Developmg system reqUIrements 
3 Project defirntlOn, culmmatmg m a fully developed Implementation plan 
4 ImplementatIOn tasks 

To expand on the Irntlal stages of the Implementation plan, thiS report also prOVIdes a detatled Itst 
of prerequIsites that should be accomplIshed as part of developIng a system-reqUIrements 
document (stage 2, above) These prereqUIsites fall mto five areas 

1 EstablIsh the legalIty of book-entry secunties 
2 Defme the numbenng (ID) methodology for secuntles 
3 Define the numbenng (ID) methodology for banks 
4 Evaluate the payment and accountmg system to be used (funds/current accounts) 
5 Determme the level of accountmg to be used for secunties holdmgs 

At the end of thIs report, Costalos offers some observatIOns based on hIS meetmgs WIth the EU­
PMU, CBE, and MCSD Dunng these meetmgs he found that CBE offiCials have a hIgh degree of 
Interest m developmg an automated book-entry system and that no projects to Implement such a 
system are currently bemg undertaken or plarmed by other donors 

Many of Costal os' recommendatIOns have been mcorporated mto the CMD project's 1999 Work 
Plan and others Will be used to gUIde future project actIVltIes Full ImplementatIOn of the book­
entry system, an endeavor In which the project expects to adVIse and asSiSt the EgyptIan 
Government, wtll take several years 
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A Preliminary Project Plan Outhne 

The folIowmg outime provIdes recommended steps for developmg a book-entry system m Egypt 
and should serve as a rough gUIdehne for the CMD project as It undertakes Its 1999 work­
planmng ThIS outlme IS only prehmmary, and the project wdl be able to further specIfy the 
ImplementatIon plan as It completes the prehmmary steps dIscussed m sectlOn B of thIs report 

I Fact-gathenng and analYSIS (m progress) 

A Complete gathenng of mformatlOn, re current market and systems [ThIS mcludes 
further mtefVIews ] 

B Evaluate current IdentIficatIon and/or numbenng system for commercIal banks 
[In use at CBE and elsewhere] 

C Evaluate current IdentificatIOn and/or numbenng system for secuntles [In use at 
CBE and elsewhere] 

D Evaluate current accountmg system m use at CBE [ThIS mc1udes processmg of 
current accounts ) 

II Development of system reqUIrements 

A Develop and determme bank numbenng methodology be used [The system to be 
used and who wIll mamtam It ] 

B Develop and determme bank numbenng system to be used [The system to be 
used and who WIll mamtam It ] 

C Determme level of secunties accountmg [Balances to be kept at bank or 
benefiCIal-owner level] 

D Determme method of payment to be used [How WIll secuntles be paId for?] 

E Develop user reqUIrements document, 1 e , the functIOns of the system, what It 
Will do [Determme whether ImplementatIOn should be m phases] 

F EgyptIan government reVIew and approval of system reqUIrements [Deterrrune 
management levels and mdivIduals ] 

III Project defimtlOn 

A Determme who WIll be developers of system [In-house staff and/or software 
vendor] 

B Determme hardware and software to be used [To be done by developers] 

C Develop project plan for Implementation 

I 
~ . 



CAPITAL MARKETS DEVELOPMENT PROJECT 

IV ImplementatlOn tasks 

A DesIgn book-entry system [How the system wdl work-the functIOns of the 
system] 

B DesIgn mput and output forms [Number of COpIes and document control] 

C Develop automated system [Includes program development and testmg ] 

D Develop manual procedures [In connectIOn With automated system] 

E Tram bank operattons personnel [Operators of automated system and receipt and 
dIsbursement of forms] 

F Tram commerCIal banks and other users [Tram direct and mdlrect users of 
system] 

G Install and cut-over of book-entry system 

B PrerequIsites for Developmg a Book-Entry System 

The tasks lIsted below expand on sectlOn I of the prelImmary project outlme and are essential 
prereqUISites to developmg the book-entry system Therr completlOn pnor to the development of 
system reqUIrements WIll help assure a more expeditiOUS preparation and finallzatlOn of the 
system s reqUIrements document The reqUIrements document should explam the functlOns to be 
mcluded m an Egyptian book-entry system-I e , what the system wIll do 

A project plan for the deSign and ImplementatIOn of the system should be prepared based on the 
followmg requuements In additIOn, the appropnate management levels of all parties mvolved, 
pnor to the deSign and ImplementatlOn of the system, should approve the document 

1 EstablIsh legality of book-entry secuntIes 

Determme If the current laws are adequate for Issumg secunties m book-entry form 

If new statutes must be written, determme how long It Will take This WIll Impact the 
startmg of the development of a system 

2 Define the numbenng (ID) methodology for secuntles 

Evaluate whether the secuntles numbenng system at MCSD and elsewhere can be 
used or adapted for book-entry government secuntles 

If not adaptable, a numbenng system that could be used for all secuntIes should be 
developed [The use of a check digit as the last digit of the number helps reduce data­
entry errors and IS the preferred approach] 

An organlzatlOn should be asSIgned the responsibilIty for mamtammg the numbenng 
system and Issumg new secuflty numbers 
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3 DefIne the numbenng (ID) methodology for banks 

Evaluate whether there IS a method m use that IS acceptable for the book-entry 
system 

If an acceptable methodology IS unavaIlable, a numbenng system should be 
developed [The use of a check digIt as the last dIgit of the number helps reduce data­
entry errors and IS the preferred approach J 

Determme the organIZatIOn that wtll mamtam the numbenng system [CBE would 
seem hke the appropnate entity ] 

4 Evaluate the payment and accountmg system to be used (funds/current accounts) for the 
followmg 

for Issumg secuntles 

for mterest payments and the redemptIOn of secuntIes 

for the transfer of secunty ownership (secondary market actiVIty) 

5 Determme the level of accounting to be used for secuntIes holdmgs 

Wtll accountmg for secunties be at the bank level or benefiCial-owner level? 

ThIS may reqUIre a pohcy deCISIon (by whom?) 

Except for the legal questIOn, the above prereqUISites can be developed m conjunctIOn With, or as 
part of, the preparation of the reqUIrements As stated earher, thIS would add to the time needed to 
complete that task 

The lack of electrOnIC funds payment and an automated accountmg system mdlcate that the book­
entry system may have to be developed m phases, smce automated dehvery-versus-payment 
aspects Will not be pOSSIble The objective of the InItial phase should be to attam the benefits of 
ehmmatmg secuntIes m paper form by ISSUIng and processmg them m electrOnIC form These 
benefIts should be dehneated m the reqUIrements document 

C Summary of Fmdmgs and ImpreSSIons 

The followmg IS a summary of the fact gathenng and ImpreSSIOns gamed m my VISit to Cairo 
from November 10 to 20 The ObjectIve of my VISIt was to ascertam whether a book-entry system 
would be helpful to Egypt and determme the approach that should be taken In almost all 
meetmgs, I was accompanied by Barry Gray and Mervat Tawfik (from USAJD) and, 
occasIOnally, other members of the Cl\ID project team 

C1 Meetmg WIth the EU CommIssIon's Project Management Unit 

The EU-PMU IS not currently Implementmg any projects related to the development of a book­
entry system and does not appear to be planmng any such project m the near future Dunng the 
meetmg With the EU-PMU, they noted that that I had authored the User ReqUIrements for an IMF 
basiC book-entry system and that, although no actIOn has been taken to date, they had proposed 
that the Central Bank of Egypt acqUIre the system I adVised that the IMF software should not be 
acqUIred, except, If deSired, for demonstratIOn purposes 
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C2 Meetings With the Central Bank of Egypt (3) 

The Central Bank of Egypt (CBE) IS the proJect's mam contact for the proposed book-entry 
system-It wdl be trulored to theIr needs and be theIrs to run The CBE management and staff 
descnbed the government secuntles market as It eXIsts today, and overall, they IndIcated a desIre 
to have a book-entry system ThIS Interest (and also some antICIpated reSIstance to change) was 
also eVIdent In a presentatIOn I gave to some CBE mIddle managers 

The CBE now Issues T-bonds, whIch are traded on CASE and settled at MCSD (see below) and 
T-bllls, whIch are not traded on the exchange The bIlls and bonds are both m certIficate form 

Barry Gray, the CMD project's central bankIng adVIsor, and I wItnessed an auctIOn ofT-bIlls 
The bIds were tabulated and sorted m a SImple but automated system, whIch produced hstIngs 
and tabulatIOns of the bIds receIved 

There IS no electrOnIC payment system m Egypt, and one IS left WIth the ImpreSSIOn that the 
degree of automatIOn at the CBE can, and should, be Increased substantially A book-entry 
system would achIeve the benefits assOCIated WIth replaCIng certIficate secuntles WIth secunties 
In electroruc form, m additIOn to IncreasIng secondary-market tradIng However, It Will not be 
able to achieve the full benefits of book-entry untIl the payment and accountIng systems are also 
automated Therefore, the book-entry project should be Implemented In phases 

C3 Meetmg With Mlsr for Cleanng, Settlement, and DepOSitory 

MCSD clears and settles T-bonds traded on CASE MCSD IndIcated that therr system has a hIgh 
degree of automatIOn Its hardware configuratIon runs on dual processors, and addItIOnal dual 
processors, which can be used for backup pwposes and disaster recovery, are located In both 
Cruro and Alexandna 

MCSD's software was developed In-house and IS based on the French system, SICOV AM The 
depOSItory appear to be m good shape to handle the exchange's future needs, whIch Includes 
tradIng In both bonds and eqUItIes 

C4 Summary 

MeetIngs took substantIally longer than antiCIpated at the CBE, partly because of thIS 
subcontractor's need for mterpreters, as well as the WIde vanety of tOPICS addressed WhIle the 
meetIngs were more tIme-consumIng than expected, they demonstrated the CBE's mterest In 
devotIng time and personnel to the tasks at hand Project meetmgs, needed because of the CMD 
proJect's magmtude, reqUIred additIOnal time 

In addItIOn to the mstItutlOns dIscussed above, the MImstry of Fmance and banks (both In Cairo 
and remote locatIOns) are key players and partiCIpants In a book-entry enVIronment and should be 
consulted for addltlOnal mformatlOn and InSight when developmg the system's user reqUIrements 
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